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SUBJECT: BILATERAL TAX TREATY: DEFALCO/GORDON TELCON 

1. FOLLOWING IS THE PROPOSED DRAFT NOTE WHICH , WITH YOUR 
CONCURRENCE, WE WOULD LIKE TO TRANSMIT TO THE FINANCE 
MINISTRY THROUGH THE MINISTRY OF FOREIGN RELATIONS. 

2. QUOTE: THE EMBASSY PRESENTS ITS COMPLIMENTS TO 

THE MINISTRY OF EXTERNAL RELATIONS AND HAS THE HONOR 

TO INFORM THEMINISTRY OF THE DESIRE OF THE 

GOVERNMENT OF THE UNITED STATES TO COMMENCE PRELIMINARY 

TECHNICAL DISCUSSIONS THAT WILL EXPLORE PROSPECTS FOR THE CONCLUSION 

OF A BILATERAL INCOME TAX TREATY BETWEEN THE GOVERNMENT 

OF BRAZIL AND THE GOVERNMENT OF THE UNITED STATES. 

3. THE EMBASSY BELIEVES THAT A TREATY AT THIS TIME 
WOULD BE BENEFICIAL TO BOTH PARTIES, FOR THE FOLLOWING 
REASONS: 

A. A NUMBER OF AMERICAN COMPANIES HAVE MADE RE- 
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TREASURY IN WASHINGTON THAT THE NON-EXISTENCE OF A 
BILATERAL TREATY IS AN OBSTACLE TO THE FLOW OF AMERICAN 
INVESTMENT CAPITAL TO BRAZIL. 

B. THE AMERICAN CONGRESS IS PRESENTLY CONSIDERING 
LEGISLATION WHICH MAY AFFECT THE TAX TREATMENT OF 
U.S. DIRECT INVESTMENT OVERSEAS: IT WOULD BE OPPORTUNE 
DURING THE PROPOSED TECHNICAL DISCUSSIONS TO ANALYZE 
CERTAIN OF THESE POSSIBLE CHANGES IN U.S. TAX 
LEGISLATION AND TO EXPLORE HOW SUCH CHANGES COULD BE 
DEALT WITH IN A BILATERAL TREATY. 

4. THE EMBASSY TAKES THIS OPPORTUNITY TO RENEW 
TO THE MINISTRY THE ASSURANCES OF ITS HIGEST 
CONSIDERATION. END QUOTE. 

5. YOUR ATTENTION IS CALLED TO PARA. 3B, WHICH, AS 
DISCUSSED DURING DEFLACO/GORDON TELECON, WAS INSERTED 
AT THE REQUEST OF DORNELLES FROM THE MINISTRY OF 
FINANCE. 

JOHNSON 
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